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SENATOR MAX BAUCUS
MAY 8, 1985
U.S. FOREIGN INVESTMENT POLICY FORUM
PREAMBLE
A GREAT DEAL HAS BEEN WRITTEN LATELY ABOUT CHANGING ATTITUDES
TOWARD TRADE IN THE UNITED STATES. MANY OF OUR NEWSPAPERS -- BOTH
MAJOR AND NOT-SO-MAJOR -- HAVE EDITORIALIZED AGAINST THE IGROWING
PROTECTIONIST SENTIMENT IN THE CONGRESS*.
CONGRESS IS TAKING A MORE.ACTIVE ROLE IN TRADE POLICY. THIS
IS A RESPONSE IN PART TO THE LACK OF PRESIDENTIAL LEADERSHIP. IT
IS ALSO A RESPONSE TO CONCERNS EXPRESSED BY OUR CITIZENS.
AS TRADE AFFECTS MORE AND MORE AMERICANS, THEY NATURALLY TURN
TO THEIR ELECTED SENATORS AND REPRESENTATIVES FOR ACTION AND
ASSISTANCE.
REMEMBER THAT*THE CONSTITUTION ASSIGNS THE RESPONSIBILITY FOR
COMMERCE NOT TO THE EXECUTIVE BRANCH BUT TO THE LEGISLATIVE
BRANCH.
THE CONGRESS IS A REPRESENTATIVE INSTITUTION. IT NATURALLY
REFLECTS THE SCHIZOPHRENIA INHERENT IN THE AMERICAN ATTITUDE
TOWARD TRADE. PERHAPS THAT SCHIZOPHRENIA IS BEST SEEN IN THE
RESPONSES TO OPINION SURVEYS. THE EDITORIALISTS ARE RIGHT:
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AMERICANS CONSISTENTLY SUPPORT FREE TRADE -- IN THE ABSTRACT-
THEY ALSO CONSISTENTLY SUPPORT STEPS TO PROTECT AMERICAN JOBS FROM
BEING LOST TO FOREIGN COMPETITION. AND THAT, AFTER ALL, IS ONE
MAJOR RATIONALE FOR PROTECTIONIST POLICIES*
THIS SCHIZOPHRENIA HAS SHOWN UP IN THE WAY WE APPROACH TRADE
POLICY. TRADE CONSIDERATIONS HAVE ALWAYS BEEN AN AFTERTHOUGHT --
TO GOVERNMENT, TO LABOR, TO INDUSTRY- WHEN TRADE AFFECTED A
RELATIVELY SMALL NUMBER OF JOBS AND A RELATIVELY SMALL SHARE OF
OUR PRODUCTION, THIS ATTITUDE MAY HAVE BEEN AFFORDABLE.
TODAY'S PROBLEM
TODAY, HOWEVER, TRADE IS THE SOFT UNDERBELLY OF THE AMERICAN
ECONOMY*
THE LITANY OF FIGURES IS FAMILIAR TO ALL OF YOU:
-- THE U.S. TRADE DEFICIT HAS GROWN FROM $69 BILLION IN 1983
TO $124 BILLION IN 1984 AND WILL LIKELY BE EVEN LARGER
THIS YEAR;
-- A CURRENCY THAT HAS APPRECIATED 40 TO 80 PERCENT SINCE
1980;
-- A CURRENT ACCOUNT DEFICIT OF ABOUT $100 BILLION.
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AND SEVERAL WEEKS AGO THE WORLD'S RICHEST NATION MOVED FROM
NET CREDITOR TO NET DEBTOR. A CREDITOR POSITION BUILT UP OVER
MORE THAN 60 YEARS HAS BEEN SQUANDERED IN ONLY FOUR. NEXT YEAR WE
WILL BE THE WORLD'S LARGEST DEBTOR NATION.
THESE FIGURES ARE NOT ABSTRACT ECONOMIC CONCEPTS. THE VIC-
TIMS ARE NOT THEORISTS OR THEORIES, BUT REAL PEOPLE.
YOU ALL ARE INVESTORS, MONEY MANAGERS AND ANALYSTS* YOU
TRACK THE DOLLAR ON COMPUTER. BUT YOU SHOULD LEAVE YOUR PAPERS
AND GO AMONG THE AMERICAN PEOPLE.
TALK TO STEELWORKERS IN OHIO AND PENNSYLVANIA WHO WORKED HARD
ALL THEIR LIVES IN SWEATY JOBS, LIVING WHAT THEY THOUGHT WAS THE
'WORK ETHIC, AND WHO ARE NOW IDLE.
TALK TO MINERS IN MONTANA, UTAH OR ARIZONA WHO MAY NEVER WORK
AGAIN BECAUSE A FOREIGN GOVERNMENT IS WILLING TO FLOOD THE MARKET
WITH BELOW-COST MINERALS.
TALK TO THE AMERICAN WHEAT FARMER WHOSE PRODUCTIVITY IS THE
ENVY OF THE WORLD AND WHO TODAY FACES BANKRUPTCY.
TALK To EASTMAN KODAK WHICH INCREASED ITS PRODUCTIVITY 13%
LAST YEAR AND SAW THAT GAIN SWAMPED BY THE DOLLAR'S APPRECIATION*
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TALK To EASTMAN KODAK WHICH INCREASED ITS PRODUCTIVITY 13%
LAST YEAR AND SAW THAT GAIN SWAMPED BY THE DOLLAR S APPRECIATION.
MOST OF THESE PEOPLE WILL TELL YOU THEY SUPPORT FREE TRADE.
AND MOST WILL MEAN IT.
BUT A GROWING NUMBER WILL TELL YOU "UNILATERAL FREE TRADE" IS
LIKE UNILATERAL DISARMAMENT WHEN YOU RE ON THE BATTLEFIELD FACING
AN ARMED OPPONENT.
THERE IS A GROWING PERCEPTION THAT WE ARE PLAYING ON AN
UNEVEN FIELD AND TO THOSE WHO SAY PROTECTION OR RETALIATION IS
IRRESPONSIBLE THEY REPLY IT IS IRRESPONSIBLE TO IGNORE REALITY.
IT IS NOT WRITTEN THAT THE U.S* WILL ALWAYS BE DOMINANT* IN
THE SWEEP OF HISTORY NATIONS RISE AND FALL. WE MUST NOT SIT BACK
COMPLACENTLY.
IN ONE SENSE OUR FOREFATHERS WERE RIGHT -- THE WORLD IS A
DANGEROUS PLACE. BUT BECAUSE THEY COULD NOT SEE THE TECHNOLOGY
THAT WOULD SHRINK THE WORLD, THEY WERE ALSO WRONG. WE CANNOT
EXIST IN A VACUUM.
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TRADE CAN NO LONGER BE THE POOR STEPCHILD IN DECISION-MAKING
BY AMERICAN GOVERNMENT, BUSINESS OR LABOR.
EARLIER THIS YEAR, FIFTEEN DEMOCRATIC SENATORS JOINED IN A
WORKING GROUP ON TRADE POLICY TO STUDY THE QUESTION OF WHETHER
CURRENT U.S. GOVERNMENT POLICIES REGARDING TRADE SERVE OUR NA-
TIONAL INTEREST. OUR REPORT -- ISSUED LAST MONTH -- WAS ADOPTED
BY THE ENTIRE DEMOCRATIC CAUCUS.
SOME OF OUR ANALYSIS WILL NOT SURPRISE YOU. WE CONCLUDED
THAT THE WORLD HAD CHANGED DRAMATICALLY SINCE THE ESTABLISHMENT OF
THE BRETTON WOODS INSTITUTIONS AND THE CREATION OF THE GATT. WE
CALLED SPECIAL ATTENTION TO FOUR MAJOR CHANGES:
FIRST, CURRENCY FLOWS MAY NOW BE AS MUCH As 25 TIMES THE SIZE
OF WORLD TRADE IN GOODS. EXCHANGE RATES NO LONGER REFLECT TRADE
BUT DRIVE IT.
SECOND, THE EXPLOSION IN WORLD TRADE SINCE THE 1960S HAS
MEANT A LARGER SHARE OF JOBS AND INCOME THAN EVER BEFORE IS TIED
TO FOREIGN TRADE. THIS MEANS THAT CURRENCY VOLATILITY HAS TREMEN-
DOUS REVERBERATIONS IN DOMESTIC ECONOMIES.
-6-
THIRD, ONE-WAY FREE TRADE -- WHAT MY COLLEAGUES AND I CALL
"NEW MERCANTILIST TRADE POLICY" -- HAS INCREASED. THE MOST OB-
VIOUS EXAMPLE OF THIS IS JAPAN WHICH RESTRICTS ACCESS TO ITS
MARKETS BUT AGGRESSIVELY PURSUES EXPORT MARKETS. BUT JAPAN IS NOT
THE ONLY PRACTITIONER.
FOURTH, THE PLACE OF THE UNITED STATES HAS CHANGED* WE ARE
STILL THE LARGEST FREE WORLD ECONOMY, BUT BY OURSELVES WE CANNOT
CONTROL CURRENCY MARKETS OR THE MERCANTILIST TRADE PRACTICES OF
OTHER GOVERNMENTS.
RESPONSE
WHAT THEN SHOULD WE DO?
FIRST, WE MUST REDUCE THE FEDERAL DEFICIT. THE EDITORIAL
WRITERS AND SOME OF YOUR LEADERS ARE RIGHT WHEN THEY SAY WE MUST
PUT OUR DOMESTIC HOUSE IN ORDER. WE BROUGHT SOME OF THESE
PROBLEMS UPON OURSELVES WHEN WE CHOSE TO ACCEPT THE ECONOMIC
POLICY OF A PRESIDENT WHO IGNORED BASIC ARITHMETIC. AS LONG AS WE
ARE SPENDING ONE-THIRD MORE THAN WE TAKE IN, OUR BORROWING WILL.
DRIVE UP INTEREST RATES AND CONTRIBUTE TO THE OVERVALUATION OF OUR
CURRENCY.
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CLEARLY WE MUST REDUCE THE FEDERAL DEFICIT. THIS WEEK HAS
NOT SHOWN THE U.S. SENATE AT ITS BEST AS IT STRUGGLES TOWARD A
DEFICIT REDUCTION PACKAGE. BUT AS ALL OF YOU KNOW, DEMOCRATIC
GOVERNMENTS MAKE PAINFUL CHOICES SLOWLY AND WITH GREAT AGONY.
REDUCING THE DEFICIT IS A NECESSARY COMPONENT OF ANY TRADE
POLICY -- BUT IT IS NOT A SUFFICIENT POLICY BY ITSELF.
IN FACT, THERE IS NO SINGLE ACTION TO SOLVE THE TRADE
PROBLEMS CONFRONTING U*S. COMPANIES, WORKERS AND FARMERS. THERE
ARE, HOWEVER, A NUMBER OF NECESSARY ACTIONS.
FIRST, SENSIBLE TRADE POLICY REQUIRES PRESIDENTIAL LEADERSHIP
AND VISION.
THIS ADMINISTRATION HAS CONSISTENTLY USED THE RHETORIC OF
FREE TRADE, BUT IT HAS IMPOSED MORE TRADE BARRIERS THAN ANY
ADMINISTRATION SINCE THE 1920s. THE PROTECTIONISM OF THE REAGAN
ADMINISTRATION HAS BEEN AD HOC, POLITICALLY MOTIVATED, AND
UNCONDITIONAL. THERE HAS BEEN NO LOOK TO THE FUTURE.
THE ADMINISTRATION'S CALL FOR A NEW TRADE ROUND HAS THE SAME
PROBLEM. THE CALL LOOKS SUSPICIOUSLY LIKE AN ATTEMPT TO DIVERT
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ATTENTION FROM ITS OWN ECONOMIC POLICY. DOES THIS ADMINISTRATION
KNOW WHAT RESULTS IT WISHES TO OBTAIN FROM SUCH A ROUND?
MY COLLEAGUES AND I DO NOT ADVOCATE DISCARDING THE GAIT --
BUT WE DO SAY IT IS FLAWED.
IT IS RIDDLED WITH LOOPHOLES:
THE AGRICULTURAL SECTION IS OUTDATED AND ITS SUBSIDY
PROVISION FEEBLE;
THE DISPUTE RESOLUTION MECHANISM IS SLOW AND UNWIELDY;
TRADE IN SERVICES ISN T COVERED AT ALL.
THE BIGGER PROBLEM WITH GATT IS THAT IT HASN'T KEPT UP WITH
WORLD TRADE. IN THE 1950s, 20% OF WORLD TRADE WAS COVERED BY THE
GATT; TODAY IT IS LESS THAN 5%.
LET ME BE CLEAR. WE DO NOT OPPOSE A NEW GATT ROUND. BUT WE
DO BELIEVE OUR GOALS MUST BE CLEAR*
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A NEW GATT ROUND MUST DEAL WITH GENERAL SUBSIDIES. IF WE
FAIL IN THIS, HIDDEN SUBSIDIES WILL BECOME THE DOMINANT NON-TARIFF
BARRIER*
A NEW GATT ROUND MUST INCLUDE AGRICULTURE.
THE DISPUTE RESOLUTION MECHANISM MUST BE STREAMLINED AND
STRENGTHENED.
AND, FINALLY, ANY NEW AGREEMENT MUST COVER TRADE IN SERVICES.
THESE AGENDA ITEMS MUST BE AGREED UPON IN ADVANCE. BUT IT IS
NOT ENOUGH JUST TO LIST THE TOPICS. WE IN THE CONGRESS WILL NOT
EXTEND FASTTRACK AUTHORITY -- WHICH WAS CRITICAL TO THE IMPLEMEN-
TATION OF THE TOKYO ROUND -- ON THE BASIS OF VAGUE COMMITMENTS AND
IDEAS. WE MUST HAVE A FIRM IDEA OF WHAT THE ADMINISTRATION IN-
TENDS TO DO ABOUT THE FAILURES IN INTERNATIONAL TRADE*
WATTTNG FOR A NEW ROUND
IN THE MEANTIME, WE IN CONGRESS WILL ADDRESS SOME OF THESE
FAILURES.
MY COLLEAGUES AND I DO NOT ADVOCATE PROTECTIONISM. WE DID
NOT CALL FOR AN IMPORT SURCHARGE-
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DEMANDING THAT INTERNATIONAL AGREEMENTS BE ENFORCED AND THAT
FREE TRADE BE A TWO-WAY STREET IS NOT PROTECTIONISM.
WE IN CONGRESS WILL MOVE TO STRENGTHEN OUR TRADE LAWS. WE
WILL DEMAND THAT THE PRESIDENT USE THE AUTHORITY WE HAVE GIVEN HIM
TO RETALIATE AGAINST UNFAIR FOREIGN TRADE PRACTICES. WE WILL MOVE
TO STRENGTHEN OUR OWN iESCAPE CLAUSE PROVISION.
AT THE SAME TIME, WE EXPECT OTHER NATIONS TO RECOGNIZE THEIR
RESPONSIBILITIES AS WELL.
JAPAN MUST ACCEPT THE BURDENS AS WELL AS THE BENEFITS OF
BEING A STRONG ECONOMIC POWER. JAPAN IS NOT SWITZERLAND, AND IT
CAN NO LONGER PLAY THE PART OF A SMALL, ISOLATED NATION INDEPEND-
ENT OF INTERNATIONAL ENTANGLEMENTS.
JAPAN IS NOT OUR ONLY PROBLEM. WE WILL INSIST ON TOUGHER
BARGAINS WITH ALL OUR TRADING PARTNERS.
CONCLUSION
THESE REFLECTIONS HAVE NOT BEEN TIED TO YOUR SPECIFIC WORK.
YOU ARE.PARTICIPANTS IN THE MASSIVE CURRENCY FLOWS THAT NOW AFFECT
ALL OUR LIVES. PERHAPS SOME OF YOU HAVE MADE A GREAT DEAL OF
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MONEY FROM CURRENCY VOLATILITY AND THE RISE OF THE DOLLAR* BUT
STILL YOU HAVE A STAKE IN THE RESTORATION OF AN OPEN TRADING
SYSTEM WITH LESS VOLATILITY IN EXCHANGE RATES.
FAILURE TO ACHIEVE SUCH STABILITY COULD LEAD TO ARBITRARY
REGULATION, AND TO INCREASED PRESSURES, FOR PROTECTIONISM.
